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Current law provides nonrefundable but transferrable tax credits for certain expenditures made by digital interactive media
companies. Unused credit amounts can be carried back one year and carried forward ten years to apply against tax liabilities.
Credits are 25% of eligible spending and 35% of resident payroll. 

Proposed law retains the current credit provisions for expenditures made before 1/1/2012. For expenditures on or after
1/1/2012 100% of credits earned are refundable, or the recipient company can elect to redeem the credits for a direct
payment of 85% of face value. Various other program changes are made to clarify definitions and processes. These changes
do not appear to materially expand or contract the program. A provision that prohibits program participants from receiving
other specified tax benefits is repealed and replaced with a general prohibition.

The Department of Revenue will incur minimal costs associated with system modifications to capture this additional tax
return option. The Department of Economic Development should incur little or no additional costs.

While the bill does not change the amount of benefits available to any participating project, it does accelerate the ability of
participants to realize those benefits by making the  tax credits awarded refundable rather than nonrefundable with a carry-
forward period. The full benefit amount would be received upon the filing of a tax return regardless of the firm’s tax liability.
Thus, for any given credit amounts awarded, more of them will be realized against liabilities in any year than would occur
under the current program. In addition, the bill also allows for a direct redemption of credits for a direct cash payment
without waiting for the filing of a tax return at 85% of face value of the credit. This also works to allow credits to be realized
earlier than they would otherwise, albeit at a lower total pay-out of the credits so redeemed.

While it seems likely that participants will take advantage of these provisions to realize program benefits more quickly, it is
largely a judgment call as to what is a reasonable expectation of fiscal effect relative to the current program. The
Department of Economic Development provided a basic projection based on expected new projects (40 in FY12 growing to 60
in FY16) and assumptions concerning per project credit awards (5% growth per year) and the ratio of annual tax credit
realizations to tax credits approved by LED (converging to 1 over the fiscal note horizon). The Legislative Fiscal Office tested
this projection under various alternative assumptions and generated larger and smaller fiscal effects with comparably
reasonable assumptions. Thus, the LED projections are shown in the table above as a reasonable expectation of the effects of
this bill. A key assumption is the number of new projects entering the program. Should that estimate differ materially from 
what was assumed in the projection, the fiscal effects of the bill will differ materially from this projection.

No speculation was made as to the willingness of participants to redeem credits directly, without waiting to file tax returns.
This would work to accelerate credit realizations even more than refundability. However, the redemption rate is 85% of face
value. To the extent this option is utilized, and earlier payout of credits is accompanied by a smaller payout of credits. Use of
direct redemption is occurring in the film credit program, but those participants do not already have the option of refundable
credits, only the option of transferable credits. 
       The Department of Revenue reports that actual tax credit realizations for this program have totaled $1.311 million since
2006; $22,000 in FY06, $0 in FY07, $107,000 in FY08, $411,000 in FY09, $234,101 in FY10, and $537,000 in FY11 to date.
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Changes the Digital Interactive Media Producer Tax Credit to a refundable tax credit and provides other modifications to the
program. (gov sig)
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